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( 1. €S = ENTIRE TEXT) C
2. IT WOULD APPEAR FRGM CONVERSATIONS I HAVZ HAD IN

_ -~ FRANCE THAT THE STRATEGIC IMPACT OF OUR PIPELINE '

(" SANCTIONS IS NOT WIOELY UNDERSTOGDe I SET FORTH S (
MY ANALYSIS OF~CUR STRATZGY, IMVITING COMMENT. ——

- 3 THE BACKGROUND IS THAT THE SOVIET ECONOMY IS IN .

(" TROUBLE. APART FROM THE SYSTEM ITSELF THERE ARE (

SEVERAL PROBLEMS: THERE I3 A SERICUS SHORTAGE OF
FOREIGN CURRENCY IN RELATION TO THEIR EXPANSIONARY FIVE ]

( YEAR PLAMSe. IN CCMMERCIAL TERMS A RAPID EXPANSION _ (
WAS COMMITTED FOR BASED ON A CASH FLOW WHICH HAS

y NOT MATERIALIZEDy le.Ee LIKE BRANIFF AIRWAYS THEY ,

(- EXTENDED THEMSELVES AT THE WRONG TIME. THE CASH {
FLOW IS DNWN BECAUSE OF THE DROP IN SPOT OIL PRICES,

. AS WELL AS PRICES OF DIAMONDSy GOLD AND OTHER RAW

(. MATERIALSe POOR HARVESTSy POLANDy AND EASTERN (
EUROPEAN RESCHEDULINE HAVE AGGRAVATED THE SITUATICN.

- CONSEQUENTLYs THE CREDIT STANDING OF THE SOVIET UNIGN

. IS UNDER SEVERE SCRUTINY AND IT IS UNLIKELY THAT A ., C
BALANCE OF PAYMENTS LOAN BASED ON THE CREDIT OF THE
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SOVIET UNION CCULD BE ARRANGED TCDAY.

4, THE CURRENT SCVIET PLAN IS TGO INCREASE THEIR GAS
PRODUCTION BY ABOUT S50 PCTe. ONLY ABOUT 15 PCTe OF

THIS INCREASE WILL 6C YO JESTERN EUROPEy JHILE 85 PCTe.
WILL BE USED TC ENERGIZE SOVIET INCUSTRY WITH GASe

THIS CHANGEOVER TC GAS WILL NOT ONLY COMPENSATE

FOR FALLING CIL PRODUCTION AND ALLOW FOR OIL TO .
BE EXPORTEDy IT WILL SET THE BASE FOR FURTHER \
INDUSTRIAL EXPANSICN MHICH MOULO OTHERWISE NOT BE \
POSSIBLEe IN OTHER WORDS THE SOVIET EXPORTS OF GAS

ARSE GOING TO PAY FOR THE PIPELINE WHICH WJILL TRANSFORM
AND EXPAND THE SOVIET ENERGY BASE WHICH IN TURN

SHOULD HAVE A PROFCUNC BENEFICIAL EFFECT ON SOVIET
INDUSTRIAU AND MILITARY CAPABILITYe I REALIZE I MAY // e
BE QVERSTATING THE STGNTFICANCS—OF~THE PIPELINE. ANQ

THAT REANY UTHER “FACTORS CAN OETERMINE THE_ECONQMIC
SUCCESS OR_FAILURE. OF THE SOVIET UNIONy

BUT THE DEVELOPMENT C(F SOVIET NATURAL 6AS IS

WITHOUT DOUBT ONE CF THE MOST IMPCRTANT_EVENTS IN
THE ECONOMIC HISTORY GF THE SOVIET UNIONe

Se THE SOVIET SYSTEM IS STRAINED AND TO BUILD THIS
PIPELINE THE SOVIETS MUST IMPORYT MATERIALS SucCH

AS LARGE PIPE AND LARGE COMPRESSORSe DENYING THEM
PRODUCTS SUCH AS ROTCRS J4HICH COME FROM G6E TECHNOLOGY
REQUIRES THEZ SOVIETS TO DO SOMITHING ELSE LIKE
REDESIGNy REDIRECT THEIR 04N CAPACITIESsy PROCURE
ELSEWHEREY E€TCes THIS MEANS DELAYSy AND WHEN THETIR
CASH FLOW IS DOWN AND THEIR CREDIT STANDING IS
FADINGy DELAYS COULD MEAN SERIOUS PROBLEMS. THE
PIPELINE COULD BE DELAYED BEZYOND THE PERIOD NEEDED
TO COMPENSATE FOR THE ROTORSe THE QUESTION I POSE
IS WHY SHOULD THE UNITED STATES BAIL THE SOVIET

. UNION_QUT _OF TTS PROBLEMS BY ALLOWINS IT THE. USE ciyg

OUR .TECHNOLOEY?
6« THE CONTRACTED=FCR 6AS EXPORTS TO EUROPE WILL
PROBABLY BE MET EVEN THOUGH THE PIPELINE IS OELAYED
BUT ONLY BY DRANING GAS FROM SOME OTHER USE IN v
THE SYSTEMy ALL CF WFICH ADDS TO THE OVERALL STRAINS
NOR WILL THE CASH THAT COMES FROM THESE EXPORTS OF
GAS SOLVE THEIR PROCBLEMS BECAUSE MOST OF IT JILL
BE DEVOTED FOR SEVERAL YZARS TO PAYING FOR THE
NEW PIPELINE.
Te I DOCNOT LTOK UPCN THIS ISSUE AS ONE OF
EUROPEAN ENCENCY (UNLESS THERE IS A THIRD -
SOVIﬁT”TﬁXNUFE“TO”EUROPE- TeEey A SECOND PIPELINE)D.
NOR .{S THE OOLLARS.B8.J0.10 BILLION NEW CASH GENERATED BY
XS  SALES TO EURGOPE THE RANKING PRIORITY OF _CONCERNS
BAD AS IT ISy BECAUSE THAT CASH WILL B£ USED FOR
SEVERAL YEARS TG PAY FOR THE IMPORTED MATERIALS. THE
IMPORTANT POINT IS THE SOVIETS ARE IN ECONOMIC
TROUBLE BECAUSE OF THEIR OWN DOINE AMO THEIR
OMN SYSTEM AND THE UNITED STATES IS PERFECTLY JUSTIFIED
IN NOT _CHOOSING TO HELP THEM MAKE THE GUANTUM LEAP ----
FORWARD THAT WILL COME FROM THETREXPANDED USE OF .
GAST OUR POLICY NEED NOT BE CHARACTERIZED AS_ECONOMIC
WARFARZ$ IT IS SIMPLY A 3 CISIOV NOT TO. ‘BAIL.THEM OUT
EXDIS
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COMMERCE FELR OLMERy CEFENSZ FOR FRED IKLE
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PRODUCTS SUCH AS ROTCRS JHICH COME FROM GE TECHNOLOGY
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OF THEIR TROUBLE GR SUPPORT THEIR EXPANSION, TAKEN
AT A TIME WHEN THEIR AGGRESSIVINESS AROUND THE WORLD
¢ CONTINUES . (
. 8. I THINK IT INPCRTANT EUROPEANS UNDERSTAND

“ WHAT WE _HOPZ TC GAIN BY AN £CONOMICALLY MEAKZMNZD (
¢ SOVIET . UNION. 1IN MY OPINION THEIR ABILITY TO
SUPPORT EXTERNAL SULBVERSION AND AGGRESSIONy Iee EoGey U
§ CUBA, ETHIGPIAy YEMEN, VIETNAMy EL SALVADORs
{ NICARAGUAy AFGHANISTAN COULD BE SEVERELY LIMITED. - (
SECONDy THE SNVIETS MIGHT BEFORCED BY INTROSPECTION .
AND COMPARISON TO MOCIFY THE NATURE OF THEIR
¢ ECONOMIC SYSTEM. (
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